BUILDING AMERICA 


A 


FINANCING 
AMERICA'S FUTURE 


MORE JOBS. MORE 
SALES. MORE PRODUCTIVITY. 


THE HOUSE THAT HIGH YIELD BUILT 
KEEPING QUALITY HEALTH CARE AFFORDABLE 
CAPITAL CONNECTIONS IN THE CABLE INDUSTRY 


TELECOMMUNICATIONS: WHERE HIGH TECH MEETS HIGH YIELD 





THE DEMOCRATIZATION OF CAPITAL A HIGH YIELD BONDS IN THE HISPANIC MARKET 





CREATING OPPORTUNITIES WITH ESOPs A ESOPs AND CORPORATE PERFORMANCE 





DO EMPLOYEE OWNERS BUILD BETTER COMPANIES? 


DREXEL BURNHAM LAMBERT 
[A ree tl E 


FEBRUARY 1989 


Drexel Burnham Lambert 


Financing 


America’s Future 





he heated debates of the last 
election year remind us of how 
important jobs, housing, health care 
and access to capital are to our 
nation. For many years, Drexel Burnham 
has been providing the capital America 
needs to address these crucial issues. 


While some of our clients have grown to 
become Fortune 100 companies, many are 
small and medium sized companies. 
These are the companies creating jobs, 
building affordable homes, improving 
the quality of health care, and finding 
ways for employees to share more 
directly in their company’s success. 
While many call these companies “‘junk, 
we call them ‘‘high yield’ -- not just 
because of the securities they issue, 

but also because of the jobs and produc- 
tivity they create in the American econ- 
omy. 


29 


Creating More Jobs 


The key to our nation’s economic 
prosperity is our ability to create jobs. 
Academic studies have concluded that 
smaller, growing companies -- and not 
established blue chip firms -- are primar- 
ily responsible for job creation. One 
study showed that for most of the 1980s, 
average annual employment growth 
among high yield issuers was almost five 
times greater than for industry as a 
whole. 


For example, MCI Communications had 
1,952 employees in 1981, when Drexel 
Burnham first underwrote high yield secu- 
rities to help the company compete with 
‘‘Ma Bell.’’ Today, MCI has approxi- 
mately 17,000 employees. In contrast, 


AT&T and the seven Bell operating 
companies have eliminated 128,000 jobs. 


Affordable Housing 


Jobs provide the means to achieve the 
American Dream of home ownership. 

And in the last eight years, Drexel 
Burnham has helped turn that dream into a 
reality by raising over $14 billion for real 
estate companies, most of it in high yield 
bonds. Close to $6 out of every $10 in 
new capital raised for homebuilders in the 
public market by investment banks has 
come from Drexel Burnham. 


High yield companies like Hovnanian 
Enterprises, Kaufman & Broad, Toll 
Brothers and Jim Walter have built over 
400,000 affordable homes in the last eight 
years alone, providing shelter to close to 
1,000,000 people. In addition to making 
more homes available, these companies 
are making home ownership more 
affordable, with their 1987 prices 
averaging 22% below the cost of the 
average new home. 


Quality Health Care 


With the greying of America, we are 
increasingly concerned about the cost and 
quality of America’s health care. And it’s 
high yield companies like Medco 
Containment Services and Salick Health 
Care that are developing viable solutions. 
Medco is the leading provider of low-cost, 
mail-order prescription drugs, a particu- 
larly valuable service for elderly and 
disabled patients. High yield bonds have 
helped Medco build a nationwide 
distribution system that dispenses millions 
of low-cost prescriptions each year. 


Concerned about the high cost of 
inpatient cancer care, Salick Health Care 
developed outpatient centers where 
cancer patients can be treated without 
costly hospital stays. Over the past 
decade, Drexel Burnham has raised over 
$6.4 billion for innovative companies in 
hospital management, nursing homes, 
pharmaceuticals, medical supplies, and 
medical technology. 


Democratic Capital 


High yield funding from Drexel Burnham 
is providing equal opportunities for labor, 
blacks, Hispanics, and women. Em- 
ployee Stock Ownership Plans at Avis, 
Healthtrust, and Charter Medical have 
given some 66,000 employees a direct 
equity stake in the companies where they 
work. As partners in their companies’ 
progress, these employees share common 
goals and incentives to see that their 
companies succeed. 


America’s high yield companies are 
finding innovative ways to solve our 
social and economic problems. They’re 
creating jobs, constructing homes, caring 
for our health, and crafting new opportu- 
nities. As the nation’s leading under- 
writer of high yield securities, Drexel 
Burnham is proud to finance the compa- 
nies that are building America’s future. 
And we're pleased to see that the capital 
we raise is raising our standard of living. 
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More Jobs. More Sales. 
More Productivity. 


his encouraging news is the 

outcome of new research on high 

yield bonds conducted by Dr. Glenn 

Yago and his associates at the 
Economic Research Bureau, State 
University of New York, Stony Brook. 
The study tracks key performance 
measures, including productivity, sales 
and employment, in order to compare 
companies that issued high yield bonds 
between 1980 and 1986 with industry in 
general. According to the report, the 
companies that issued high yield bonds 
were the clear winners. 


High yield bonds are debt securities 
issued by companies that lack the size and 
credit history to receive an investment 
grade rating. High yield issuers are 
among our nation’s fastest growing 
companies. In fact, Dr. Yago’s findings 
show that high yield firms are leading the 
way in America’s economic renewal. 


Higher Employment 


The research study focused primarily on 
755 companies that completed 1,134 
public issues of high yield bonds. During 
1980-1986, high yield firms showed 
average annual employment growth of 
6.7%, almost five times the 1.4% rate for 
industry in general. According to the 
study, ‘‘high yield firms accounted for 
more than 80% of the annual average job 
growth of all public companies reporting 
employment from 1980 to 1986.” 


The study also demonstrated that the use 
of high yield securities strongly influ- 
enced productivity. Using sales per 
employee as a measure, the researchers 
found that high yield firms increased 
productivity at an average annual rate of 
3.2%, compared to only 2.4% for industry 
in general. 


Similar results were found in sales, a key 
indicator of a company’s market position 
and competitive strength. During the 
study period, high yield firms averaged 
9.4% sales growth, compared to 6.4% for 
American industry as a whole. 


Productive Capital 


High yield firms also increased their total 
capitalization faster than the industry 
group and -- more importantly -- had an 
annual growth rate in capital spending 
almost three times that of industry in 
general (10.6% versus 3.8%). In manu- 
facturing, where competitiveness and real 
growth often depend on retooling and 
updating equipment, the rate of capital 
spending among high yield issuers was 
more than four times that of manufactur- 
ing as a whole. 


In short, high yield firms are raising 
capital faster and putting it to more 
productive use. As the study points out, 
high yield firms are ‘‘spending their 
capital on new products, processes, and 
productivity enhancements, to take 


advantage of new opportunities and 
improve their position in today’s 
competitive markets.’ 


Smart Capital 


Today, high yield bonds are used by 
companies in every sector of the 
economy. As a flexible and cost- 
effective source of funds, they free 
issuers from the restrictive covenants of 
bank loans and private placements. It’s 
no wonder that annual high yield issuance 
grew to more than $26.4 billion in 1988, 
from only $1.4 billion in 1980. High 
yield securities now represent almost 
25% of total corporate debt. 


The 10,000 employees of Drexel 
Burnham are working together to bring 
the benefits of high yield financing to 
America’s growing companies. As the 
nation’s leading underwriter of high yield 
securities, Drexel Burnham is proud to 
have confirmation that our work is 
helping to keep America vital and 
competitive. 
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The House that 


High Yield Built 


n important part of the American 
Dream is owning a home. But as 
many first-time home buyers are 
finding out, the American Dream is 
becoming more and more expensive. 
With the average new home price in 
America topping $135,000 in May 1988, 
even many two-income families cannot 
afford the Dream. What’s worse, new 
home prices show no signs of abating. 


Recognizing America’s needs, 
homebuilders have turned these challenges 
into successful business strategies with the 
help of $2.1 billion in high yield securities 
raised by Drexel Burnham. In fact, Drexel 
Burnham has raised over $14 billion for 
real estate companies during this decade. 
Close to $6 out of every $10 in new 
capital raised for homebuilders in the 
public market by investment banks has 
come from Drexel Burnham. 


Affordable, Quality Housing 


Drexel Burnham clients like Hovnanian 
Enterprises, Kaufman & Broad, Toll 
Brothers and Jim Walter have built over 
400,000 affordable homes in the last eight 
years alone, providing shelter to nearly 
1,000,000 people. The average cost of 
these homes was just under $110,000 in 
1987, making them 22% more affordable 
than the average home that year. 


As early as 1980, Drexel Burnham clearly 
demonstrated its commitment to meeting 
the need for affordable, quality housing by 
providing badly needed capital for such 
housing pioneers as Fairfield Communi- 
ties, Florida Palm-Aire (FPA), Gulfstream 
Land & Development and Oriole Homes. 


Capital Grows Homes 


Without high yield financing provided 
by Drexel Burnham, Hovnanian 
Enterprises would still be a small 
family-run construction company, 
instead of the second largest developer 
of for sale multi-family homes in the 
country. Drexel Burnham first raised 
capital for Hovnanian by issuing $25 
million of high yield bonds in 1982, and 
then helped the company go public with 
a $13 million stock offering the 
following year. Along with additional 
debt and equity offerings completed in 
1984, 1986, and 1988, Drexel Burnham 
has raised a total of $134 million for 
Hovnanian, capital that was used to 
build more than 20,000 condominiums, 
townhouses, and single family homes 
throughout New York, New Jersey, 
Florida and New Hampshire. In the 
process, Hovnanian has helped 20,000 
people make a living, and 50,000 find a 
home. 


Jim Walter is another Drexel Burnham 
homebuilder client. Since he built his 
first home in Florida in 1946, Jim 
Walter’s focus has always been on low 
cost housing. Even today Jim Walter 
provides a unique solution to the 
problem of rising home costs by 
offering full or partially-completed 
homes on the owner’s lot. The average 
cost of the more than 10,000 homes 
delivered by Jim Walter in 1987 was 
under $23,000. This high yield 
company, which employs almost 17,000 
people, has built over 260,000 homes 
over the years, providing shelter to more 
than half a million people. 


More Than Bricks and Mortar 


High yield bonds have contributed more 
to the American Dream than just bricks 
and mortar. Mortgages are the financial 
tools that almost all home buyers need to 
turn their dreams into reality. But in 
order for thrift institutions to provide 
mortgages, they must first raise capital. 
Drexel Burnham has been the leading 
provider of this much-needed regulatory 
capital to the thrift industry over the past 
four years, raising almost $3 billion. This 
capital has allowed thrifts to originate 
more than $50 billion in mortgage loans, 
thereby helping over one million people 
purchase their own homes. 


Providing affordable homes and the 
financial tools needed to buy them means 
more families will experience the pride of 
ownership and have a better place to live, 
allowing their communities to grow and 
prosper. Drexel Burnham has been 
committed to financing this important 
industry since 1980. Like other high 
yield businesses that are providing 
solutions to society’s problems, high 
yield homebuilders are building for 
America’s future today. 
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Keeping Quality 


Health Care Affordable 


f you’re concerned about the 

high cost of health care, you’re 

not alone. With medical care 

costs rising about twice as fast as 
the Consumer Price Index, hospitals and 
other health care providers are losing the 
battle to keep quality care affordable. 


Also, health care needs are changing. 

The greying of America is creating a need 
for specialized medical services. But 
with the government trying to reduce its 
health care spending, some health care 
companies are finding it difficult to 
maintain their momentum. 


High Yield Health Care 


In order to grow, health care companies 
need access to cost-efficient capital. And 
over the last ten years, Drexel Burnham 
has provided it, underwriting over $6.4 
billion in securities for growing health 
care companies. 


Medco Containment Services is a prime 
example. The company is the leading 
provider of low-cost, mail-order prescrip- 
tion drugs. Medco’s services are 
particularly valuable to elderly and 
disabled patients, allowing them to order 
and receive their prescription drugs at 
home. High yield bonds have helped 
Medco build a nationwide distribution 
system that dispenses over 13 million 
prescriptions each year. 


With a shortage of private psychiatric 
beds in virtually all 50 states, Charter 
Medical has identified an important need 
and is aggressively working to fill it. 
Since 1971, Charter Medical has turned 


to Drexel Burnham for $1.6 billion in 
capital, most of it in high yield bonds. In 
that time, the company has grown from 
eight facilities to 82. Charter Medical 
has treated almost two million patients 
since 1977, and holds a vanguard position 
in the treatment of psychiatric and 
addictive disorders, including alcohol and 
drug abuse. Drexel Burnham recently 
raised $795 million to help Charter’s 
16,000 employees purchase the company 
in a $1.6 billion Employee Stock 
Ownership Plan leveraged buyout. 


Better Quality Care 


Concerned about the rising cost of 
inpatient cancer care, Salick Health Care 
devised an innovative solution. The 
company created outpatient centers where 
cancer patients can be treated without 
costly hospital stays or long periods away 
from home. High yield bonds have 
helped Salick expand their services, 
making cancer care more convenient and 
affordable for thousands of patients. 


With 99 hospitals, Healthtrust is the 
nation’s third largest hospital manage- 
ment company. Since 1987, when the 
company was formed through a leveraged 
Employee Stock Ownership Plan, 
Healthtrust’s patients have benefited from 
the extra care, motivation, and concern 
that 22,000 health care professionals 
share when they have a direct equity 
stake in their hospitals’ performance. 
Recently, Healthtrust raised $775 million 
in the high yield market to refinance its 
ESOP debt at attractive fixed rates and 
improve the company’s already strong 
financial position. 


Caring for our Elderly 


Our over-65 population is growing about 
three times as fast as the population as a 
whole; the number of Americans over the 
age of 75 is expected to increase by 30% 
by the end of the century, and those over 
85 will triple by 2030. As a result, 
nursing home costs that stood at $8.5 
billion in 1974 hit $35.2 billion in 1985, 
and are expected to reach $100 billion by 
2018. 


At Manor Care, expansion is already 
under way to meet the growing demand 
for nursing homes. The company has 
raised over $310 million in debt and 
equity financings through Drexel 
Burnham. Since fiscal 1986, Manor Care 
has increased its health care revenues by 
13.5% and has become the nation’s fourth 
largest nursing home company. 


From hospitals and nursing homes to 
pharmaceuticals and cancer care, efficient 
capital access is the key to aggressive 
growth. As the leader in high yield 
securities, Drexel Burnham is helping 
health care companies expand their 
operations and improve their services to 
assure that quality care is available -- and 
affordable -- when Americans need it 
most. 


Drexel Burnham 


Financing America’s Future 


RES 


Drexel Burnham Lambert 


Capital Connections in 
the Cable Industry 


he cable television industry is 
changing the way America views 
entertainment. In the late 1960s, 
only 6% of American households 
were cable subscribers. Today, cable TV 
is a $15 billion industry, providing 44 
million subscribers -- or about half of the 
nation's homes -- with a smorgasbord of 
channels and programming choices. 


In the cable industry, as elsewhere in the 
economy, capital is essential for rapid 
growth. And since 1980, Drexel 
Burnham has raised $5.2 billion in public 
offerings for cable companies, or over 
four times as much as our nearest 
competitor. Much of that financing has 
been through high yield securities, giving 
cable companies cost-efficient access to 
flexible, long-term, fixed-rate funds. 


The Cable Boom 


In the early days of commercial televi- 
sion, cable transmission seemed like a 
natural answer to weak signals and 
distorted reception. But given the high 
cost of laying cables, national networks 
and local stations continued to transmit 
their signals over the air. Cables were 
laid piecemeal, and community antenna 
television (CATV) gained small audi- 
ences. Until the late 1970s, the cable 
industry’s growth was slow and sporadic. 


Then Home Box Office revitalized the 
industry by presenting full length, uncut 
movies for a fee. Sudden growth in the 
number of cable subscribers triggered an 
avalanche of programming innovations in 
movies, music, news, and sports, which 
attracted even more subscribers. As a 


result, the cable industry has grown at a 
double-digit rate in the 1980s and should 
continue to do so at least until all major 
markets receive service. 


Innovative Financings 


Drexel Burnham has provided cable 
companies with innovative access to 
capital, appropriate to the various stages 
of the industry’s growth. When new 
systems were being built, we were the 
first to provide fixed-rate, 20-year 
subordinated debt, giving issuers a cost- 
efficient alternative to variable-rate bank 
loans. We pioneered public debt for 
private companies, giving our private 
cable clients the same flexibility and 
market access enjoyed by public corpora- 
tions. 


We also pioneered debt with warrants 
subject to repurchase, to increase the 
marketability of cable issues. And we 
were the first to offer zero-coupon debt 
for cable companies, allowing them to 
defer cash interest payments for several 
years. Our innovative financings have 
helped cable companies lower their cost, 
improve their financial flexibility, and 
meet the demands of an increasingly 
competitive market. 


Helping Companies Become Leaders 


Tele-Communications is the nation’s 
largest cable company, controlling over 
8.3 million subscribers. Since 1982, the 
company has raised over $800 million in 
debt and equity through Drexel Burnham, 
using strategic acquisitions to advance 
from fourth to first place in the industry. 
Tele-Communication’s rapid growth has 


created economies of scale and manage- 
ment efficiencies that have contributed to 
the company’s financial strength and its 
ability to maximize shareholder values. 


Drexel Burnham has also provided 
funding for a number of other leading 
cable companies, including Cablevision 
Systems Corporation, Prime Cable, Turner 
Broadcasting System, Viacom Interna- 
tional, and Warner Communications. As 
the industry has consolidated, we’ve also 
played a leading role in mergers and 
acquisitions among cable companies, most 
recently advising United Cable Television 
in its $2.1 billion merger with United 
Artists Communications. 


In the highly competitive cable industry, 
Drexel Burnham is providing the tools 
companies need for efficient capital 
access. High yield securities, innovative 
financings, and custom-tailored transac- 
tions are helping cable companies reduce 
their capital costs and improve the 
services they offer their customers. 
Stronger cable companies aren’t just good 
for the economy. They’re also good for 
people -- by providing better programs, 
broader variety, and wider access to 
quality entertainment. 
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Telecommunications: 
Where High Tech Meets High Yield 


en years ago, the term "telecom- 

munications" meant little more 

than lifting the phone and placing a 

call through AT&T. There were 
few serious competitors. And to most 
people, ‘‘state-of-the-art technology”? 
meant using push buttons instead of a 
rotary dial. 


A lot has changed since then. Equipment 
that once tied people to their desks now 
allows them to make calls from virtually 
anywhere on land, sea, or air. Phone 
lines that once carried only voices now 
transfer data, images, and electronic mail. 
High technology has played an important 
role in reshaping the telecommunications 
industry. But without high yield bonds, 
many companies would never have been 
able to put the latest technologies to 
work. 


Competitive Capital 


One of the biggest changes in the tele- 
communications industry came in the late 
1960s, when new companies began to 
compete with AT&T’s long-distance 
operations. MCI Communications was 
among the pioneers in the long-distance 
service revolution. But in order to 
compete for customers, MCI needed 
competitive access to the capital markets. 


High yield bonds offered a flexible and 
cost-effective source of funds. And with 
the help of $3 billion raised by Drexel 
Burnham, MCI built what today is the 
world’s second largest international 
communications network, using advanced 
fiber optics, digital microwave and 
satellite technologies. MCI offers to its 
over five million business, government, 
and residential customers a full range of 


modern telecommunications services 
worldwide, including service to every 
telephone in the U.S. and to foreign 
countries. 


Increasing Revenues, Creating Jobs 


When MCI first came to Drexel Burnham 
in 1981, it had revenues of $431 million 
and 1,952 employees. Today, revenues 
stand at over $3.9 billion, and the company 
employs over 17,000 people. These 
growth figures confirm what academic 
studies have found, that it’s smaller, 
growing companies -- and not the estab- 
lished blue chip firms -- that are primarily 
responsible for job creation. 


One study found that average annual 
employment growth among high yield 
issuers was almost five times greater than 
for industry as a whole. These findings 
were underscored by the fact that while 
MCI was increasing its employment more 
than sevenfold, investment grade-rated 
AT&T and the seven "Baby Bell" operat- 
ing companies eliminated 128,000 jobs. 


Cellular Phones 


With the 1982 antitrust settlement that 
broke up AT&T and created the **Baby 
Bells,’’ scores of companies suddenly 
started manufacturing telephonic gear. 
Then came an entirely new field, cellular 
technology, which gave callers almost 
unlimited mobility. With a cellular phone, 
you can place calls from your car, brief- 
case, or a portable radio phone that can go 
anywhere you can go. 


McCaw Cellular Communications is the 
nation’s largest cellular telephone com- 
pany. Since 1984, the company’s sales 


have increased over 1,000 times and total 
assets have grown from $14 million to 
over $3.5 billion. But the major factor in 
McCaw’s growth wasn’t a technology 
explosion. It was a capital infusion. Since 
1986, Drexel Burnham has helped McCaw 
raise almost $1.6 billion in high yield 
securities, and in August 1987, we helped 
take the parent company public with a 
$326 million common stock offering. 


McCaw’s rapidly growing cellular 
operations are helping bring telecommuni- 
cations into the twenty-first century, 
increasing business productivity, making 
calls more convenient, and closing the 
gaps that have kept people apart. 


Looking Ahead 


The telecommunications industry, once so 
easily defined, has combined with 
information processing, and the lines 
between computers and telecommunica- 
tions have blurred. Fax machines, 
modems, and long-distance computer links 
are as much a part of today’s business as 
the telephone was fifty years ago. 


As we move deeper into the information 
age, access to cost-efficient capital will 
continue to play a key role in putting new 
technologies to productive use. As the 
nation’s leading underwriter and market 
maker of high yield securities, Drexel 
Burnham is proud to serve telecommunica- 
tions companies, providing capital for their 
growth and new vitality for a rapidly 
changing industry. 
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The Democratization of Capital 


merica was founded on the 

principles of democracy and 

equality for all. But our capital 

markets haven’t always worked 
that way. 


Until the late 1970s, companies that 
failed to qualify for investment grade 
ratings were unable to raise funds in the 
public debt markets. When they needed 
capital, they had to rely on expensive 
variable-rate bank loans, restrictive 
private placements, or dilutive common 
stock offerings. While ‘*blue chip’ 
companies had ready access to cost- 
efficient, fixed-rate funds, most American 
businesses had nothing of the kind. 


Stronger Competition 


When Drexel Burnham opened the public 
debt markets to small and mid-size 
growth companies, we gave them the 
opportunity to compete with investment 
grade firms on more equal terms. The 
results have been quite dramatic. Recent 
studies have shown that through most of 
the 1980s, high yield issuers have grown 
faster than other companies in sales, 
productivity, capital investment, and 
capital spending. Employment growth 
among high yield issuers has been nearly 
five times greater than for industry as a 
whole. 


Who are these high yield issuers? 
They're firms like Kinder-Care, which 
started with a single child care center and 
now operates over 1,100 facilities 
nationwide. Or Hovnanian Enterprises, 
which has grown from a small family-run 
construction company into the nation’s 
second largest developer of low priced 
multifamily homes. High yield bonds 
underwritten by Drexel Burnham have 


played an essential role in helping these 
companies become leaders in their 
respective fields. 


Equal Opportunity 
for Private Companies 


In 1979, Drexel Burnham corrected 
another inequality in our capital markets 
by giving private companies their first 
access to public debt. With the same 
capital access enjoyed by public compa- 
nies, North American Watch was able to 
replace its bank debt with flexible long- 
term capital, without sacrificing owner- 
ship or management control. Since 1979, 
Drexel Burnham has raised $84 million 
for North American Watch, helping the 
company increase its revenues nearly 
tenfold to $128 million, and provide 
steady jobs for 420 employees. 


Since 1980, Drexel Burnham has raised 
over $15 billion in public debt for private 
companies, giving scores of issuers the 
flexible, low-cost capital they need to 
effectively compete with public compa- 
nies. 


Employees as Owners 


Employee Stock Ownership Plans, or 
ESOPs, are a cost efficient way for 
companies to raise capital and extend the 
benefits of stock ownership to all their 
employees. Through ESOPs, even those 
not typically associated with corporate 
ownership -- women, minorities, labor, 
and union members -- can become equity 
participants, sharing directly in their 
company’s progress. In two transactions 
alone, Drexel Burnham has helped 50,000 
employees at Avis and Healthtrust become 
partners in their firms through ESOPs fi- 
nanced with high yield securities. 


When the shipbuilding industry suffered 
major setbacks, so did WFI Industries. 
But with the help of an ESOP structured 
by Drexel Burnham, 400 employees now 
hold 73% of the stock in their new 
company, Unimar International. A 
spokesman for one of the 12 unions in the 
buyout noted, ‘‘We can now control our 
economic destiny and save hundreds of 
jobs.” 


Charter Medical is a leader in caring for 
psychiatric and addictive disorders, 
including alcohol and drug abuse. 
Through a $1.6 billion ESOP leveraged 
buyout structured by Drexel Burnham and 
financed with the help of $795 million of 
high yield bonds, some 16,000 employees 
will eventually own 68% of the com- 
pany’s stock. Charter Medical’s patients 
will also benefit from the extra care, 
motivation, and concern healthcare 
professionals share when they have a 
direct equity stake in their company’s 
performance. 


Democratic capital means equal access 
and equal opportunity, whether a company 
is large or small, public or private, labeled 
‘‘junk’’ or rated investment grade. By 
making capital more democratic, Drexel 
Burnham is helping companies lower their 
capital costs, increase their financial 
flexibility, and meet the demands of an 
increasingly competitive market. At the 
same time, we’re helping employees at all 
levels share the benefits, opportunities, 
and responsibilities that come with equity 
ownership. 


Drexel Burnham 


Financing America’s Future 


I cco hess ce Sear ac i. 


7 


Drexel Burnham Lambert 


High Yield Bonds in the 
Hispanic Market 


he Hispanic population in the 
United States is twenty million 
strong and growing five times 
faster than the population as a 
whole. With a purchasing power of well 
over $160 million, the domestic Hispanic 
market is larger than any Spanish- 
speaking Latin American country. 


To meet the demands of this growing 
market , small and mid-size growth 
companies need ready access to cost- 
efficient capital. And high yield bonds 
offer an attractive alternative to expen- 
sive variable-rate bank loans, restrictive 
private placements, or dilutive common 
stock offerings. At Drexel Burnham, 
we're helping high yield companies serve 
the Hispanic market, with access to the 
public debt markets that was once 
available only to investment grade firms. 


Viewing the Future: 
Communications 


The Hispanic audience comprises eight 
percent of the U.S. population, but 
accounts for less than one percent of 
domestic television advertising revenues. 
Until 1985, this audience was served by 
just one television network and a group of 
television stations which were associated 
with a Mexican television company. 


But in 1985, Drexel Burnham helped two 
individuals launch KVEA, the second full 
time Spanish-language television station 
in Los Angeles, by providing about $20 
million in high yield securities. KVEA 
ultimately gave birth to Telemundo 
Group, a newly formed company which 
also recognized the growth potential in 
Spanish-language television. Telemundo, 


with the help of over $500 million in high 
yield securities and equity financing, has 
built a network of previously unaffiliated 
Spanish-language television stations, 
launched new stations in several markets, 
and started a new programming network. 
With 650 employees and an expanding 
market, Telemundo Group is ideally 
positioned for continued growth. 


In 1986, the FCC requested the Mexicans 
associated with Spanish International 
Communications Corporation ("SICC") to 
divest their TV-station holdings in the 
U.S. With the help of $270 million in 
high yield securities, a group formed by 
Hallmark Cards and First Chicago 
Venture Capital formed Univision 
Holdings to acquire the SICC stations, and 
later purchase the network that provides 
Spanish-language programming. The 
acquisition not only serves the interests of 
Hispanic viewers, but also ensures that 
Univision's 700 employees will continue 
to have jobs. 


Special Shopping Needs 


Southern California’s largest supermarket 
chain, the Vons Companies, has de- 
veloped a new retail format to serve the 
special needs of Hispanic shoppers. Their 
Tianguis stores feature staple items at low 
prices, along with specialty food depart- 
ments such as tortillerias, carnicerias, 
panaderias, farmacias, and salchichon- 
erias. 


Vons employs over 21,000 people, and 
has used $370 million in high yield 
securities to help finance the new store 
formats, recreating the look and feel of a 
large Mexican shopping square. 





Drexel also initiated the transaction and 
acted as financial advisor to American 
Breco, a Hispanic owned company, in the 
purchase of the Boys Markets, a Los 
Angeles supermarket chain with 54 stores 
that primarily serves the Hispanic market 
in the inner city. 


Our Latin American Partners 


Financing companies that serve the 
Hispanic market in the U.S. is just one 
way Drexel Burnham is making access to 
capital a more democratic process. 
Financing Hispanic companies that serve 
both U.S. and Latin American markets 
demonstrates Drexel's commitment to 
both the globalization and democratiza- 
tion of capital. Through DBL Americas, 
a partnership, 45 U.S. corporations will 
be investing in Latin America through 
Joint ventures with Latin American 
nationals in various industries. The 
partnership will invest in export-oriented 
industries in Latin America, augmenting 
the countries' foreign exchange earnings 
and employment in the process. DBL 
Americas' partners are expected to take 
leading roles in investments in areas 
where they possess special expertise. The 
partnership does not intend to take 
majority ownership or controlling 
interests in its Latin American invest- 
ments, allowing local businessmen and 
businesses to manage them. Building 
closer relationships between the U.S and 
our Latin American neighbors is impor- 
tant for America's future. 


Drexel Burnham 


Financiando El Futuro 
De Las Americas 


Drexel Burnham Lambert 


Creating Opportunities with ESOPs 


or our society to grow and prosper, 

individuals need to know that op- 

portunities are available. And 

perhaps the greatest opportunity in 
America is the chance to be an owner or 
partner, to build a company and realize a 
dream. 


Employee Stock Ownership Plans, or 
ESOPs, are a way for corporations to 
raise capital and give their employees the 
benefits of ownership. When employees 
become partners in their company’s 
progress, they share added incentives to 
maintain high levels of efficiency, pro- 
ductivity, and profit. Both the companies 
and their customers benefit from the extra 
service and motivation of highly 
dedicated employees. 


What is an ESOP? 


An ESOP is a qualified employee 
retirement plan that invests primarily in 
the securities of the employer. The 
corporation can contribute its securities to 
the plan, or the ESOP can purchase the 
stock by borrowing funds from commer- 
cial lenders or by issuing high yield 
bonds. If leverage is used, the newly 
acquired stock is held in a trust and 
allocated to employee accounts as the 
debt is repaid. A vesting schedule 
determines the timing and amount of 
stock allocated to each employee. 


As the leader in high yield financing, 
Drexel Burnham has helped more than 
50,000 employees at Avis and Healthtrust 
become partners in their firms through 
ESOPs. Another 16,000 employees at 
Charter Medical recently became equity 
participants in their company in a $1.6 


billion ESOP leveraged buyout financed 
by Drexel Burnham. 


Reducing Capital Costs 


The primary advantage of ESOPs is their 
ability to lower a company’s overall cost 
of funds. Principal and interest payments 
on ESOP loans are fully tax deductible, 
substantially reducing the cash flow 
needed to repay debt obligations. 
Corporations can also deduct dividends 
on stock held in an ESOP. And certain 
commercial lenders receive a 50 percent 
exclusion on interest from ESOP loans, 
allowing them to provide lower-cost 
financing and still earn higher returns. 


These benefits made an ESOP the ideal 
financing vehicle when the employees of 
Avis decided to purchase their company 
in September of 1987. Drexel Burnham 
structured the $1.75 billion transaction, 
creating the largest ESOP leveraged 
buyout in history. In addition to giving 
employees equity ownership, the plan 
gave them the performance and profit 
incentives they needed to keep their 
company -- and their cars -- running at 
peak efficiency. 


Higher Quality Health Care 


Healthtrust was formed in 1987, when 
Hospital Corporation of America decided 
to streamline its operations by spinning 
off 104 hospitals and 90 office buildings. 
The $2.1 billion transaction was primarily 
funded with bank debt and high yield 
bonds. 


Drexel Burnham structured the Health- 
trust leveraged buyout with an ESOP to 


put the company’s resources to their most 
efficient use. We also raised $775 
million in high yield debt that locked in 
attractive fixed rates. Strategic divesti- 
tures have strengthened the company and 
placed it well ahead of schedule in 
repaying its bank debt. More impor- 
tantly, Healthtrust’s patients are benefit- 
ing from the extra care, motivation, and 
concern health care professionals share 
when they have a direct equity stake in 
their hospitals’ performance. 


Democratic Capital 


A key advantage of ESOPs is that they 
give equity to all employees, even those 
not typically associated with corporate 
leadership or ownership. Through 
ESOPs, labor, blacks, Hispanics, and 
women share equally in opportunities 
they might otherwise never enjoy. 


The *‘democratization of capital’’ is a 
natural extension of our society’s efforts 
to extend opportunities to as many people 
as possible. With the help of high yield 
financing, ESOPs have allowed tens of 
thousands of Americans to become 
owners and partners, working together to 
build better companies and a stronger 
economy. At Drexel Burnham, we're 
proud to help corporations lower their 
cost of capital by increasing the benefits 
and opportunities they offer their 
employees. 
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ESOPs and Corporate Performance 


hat happens when you give 
employees an equity stake in the 
companies where they work? Do 
they work harder? Do their 
companies grow faster? Are they ina 
better position to create new jobs? Recent 
research shows that companies with 
employee stock ownership plans, or 
ESOPs, enjoy all these benefits and more. 


ESOPs are a convenient way for compa- 
nies to raise capital and extend the benefits 
of stock ownership to their employees. As 
the leading underwriter of high yield 
securities, Drexel Burnham has been 
active in structuring and financing ESOPs, 
giving corporations more efficient access 
to the capital markets. More importantly, 
our ESOP transactions have given 
thousands of workers economic benefits 
they might otherwise never enjoy. 


In two transactions alone, Drexel Burnham 
helped some 50,000 employees at Avis 
and Healthtrust become partners in their 
companies’ progress. And recently, we 
raised $795 million for an ESOP leveraged 
buyout at Charter Medical that gave 
16,000 employees an equity stake in their 
company. 


When the shipbuilding industry suffered 
major setbacks, so did WFI Industries. 

But with the help of an ESOP structured 
by Drexel Burnham, 400 employees now 
hold 73% of the stock in their new com- 
pany, Unimar International. A spokesman 
for one of the 12 unions in the buyout 
noted, ‘‘We can now control our economic 
destiny and save hundreds of jobs.” 


ESOPs make capital more democratic by 
distributing equity to all employees. 
Even those not typically associated with 
corporate ownership, such as women, 
minorities, labor, and union workers, can 
substantially increase their wealth 
through employee stock ownership plans. 


A study by the National Center of 
Employee Ownership showed just how 
substantial these increases can be. In the 
average ESOP, an employee earning 
$18,000 a year would accumulate over 
$31,000 of stock in ten years, and more 
than $124,000 in twenty years. 


Other research studies have shown that 
employee ownership companies outper- 
form other firms in productivity, job 
creation, and sales growth. They outpace 
their competitors in average operating 
margins, average return on equity, and 
the ratio of book value to share growth. 
And compared to traditionally-owned 
companies, they tend to stay in business 
longer. 


In some cases, the differences between 
employee-owned and conventionally- 
owned companies are exceptional. In a 
study entitled, ‘*Employee Ownership 
and Corporate Performance,’ Michael 
Quarrey and Corey Rosen found that the 
rate of employment growth among ESOP 
companies was over six times the rate at 
closely matched non-ESOP firms. Sales 
growth for the ESOP companies was 
more than one and a half times higher. 


The question still remains whether ESOPs 


cause rapid growth or whether it’s rapidly 
growing companies that choose to 
establish ESOPs. To address this issue, 
Quarrey and Rosen examined the 
performance of several ESOP companies 
before and after they established their 
plans. To factor out industry trends, the 
companies were compared to several non- 
ESOP firms of similar size and location, 
and with similar products or services. 


When the numbers were tallied, it was 
evident that the ESOPs contributed to 
faster growth. ‘‘In fact,’’ say Quarrey 
and Rosen, ‘‘projected over a ten year 
period, the improved performance in 
ESOP companies would generate 46% 
more jobs and 40% higher sales growth 
than the companies would have experi- 
enced without employee ownership.’’ 


Today, some 8 million workers partici- 
pate in ESOPs at more than 8,000 
companies. In addition to spreading 
wealth, ESOPs are improving corporate 
performance and giving employees the 
incentives they need to keep their 
companies productive and profitable. At 
Drexel Burnham, we’re proud to provide 
the capital that makes these transactions 
possible -- and even prouder to see what 
ESOPs are accomplishing for our 
companies and our economy. 
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Do Employee Owners 
Build Better Companies? 


mployee Stock Ownership Plans, or 

ESOPs, have become a popular way 

for corporations to raise capital. 

The plans offer significant tax 
advantages to companies and commercial 
lenders, and allow employees to enjoy the 
benefits of stock ownership. 


Since 1974, Congress has consistently 
encouraged the use of ESOPs to broaden 
the ownership of America’s wealth. And 
today, it’s estimated that 8 million people 
participate in ESOPs, sharing ownership 
in over 8,000 companies. But ESOPs are 
doing more than just redistributing 
equity. They're also making a positive 
contribution to corporate performance. 


Faster Growth 


A number of studies have shown that 
employee-owned companies outperform 
other firms in productivity, job creation, 
and sales growth. Researchers have also 
found that these companies outpace their 
competitors in average operating margins, 
average return on equity, and the ratio of 
book value to share growth. In short, 
ESOPs are stimulating our economy by 
building stronger companies. 


In a study entitled, ‘‘Employee Owner- 
ship and Corporate Performance,” 
Michael Quarrey and Corey Rosen 
examined the performance of 45 
companies before and after they estab- 
lished ESOPs. To factor out industry 
trends, they compared the ESOP 
companies with several non-ESOP firms 
of similar size and geographic region, and 
with similar products or services. 


The results were quite dramatic. After 
the plans were established, the employ- 


ment growth rate among ESOP companies 
was over six times greater than among 
non-ESOP firms, and sales growth was 
over one and a half times as fast. What’s 
more, the ESOP companies showed 
significant performance improvements 
after their plans were established -- 
enough to generate 46% more jobs and 
40% higher sales growth over a ten year 
period. 


The Keys To Corporate Performance 


Quarrey and Rosen went on to investigate 
the factors most closely associated with 
successful performance in ESOP compa- 
nies. They found a strong correlation 
between employee participation in 
decision making and positive economic 
performance. Companies that involve 
employees in decision making in a wide 
variety of formal and informal ways tend 
to show the strongest results. According 
to the researchers, between 15% and 30% 
of the differences in the performance of 
ESOP companies can be attributed to 
employee participation. 


Management’s commitment to the idea of 
employee ownership was also a likely 
predictor of economic results. And certain 
plan features, such as voting rights and 
employee representation on the board of 
directors, were closely correlated with 
firm performance. As a result, Quarrey 
and Rosen concluded that ‘*Companies 
that treat their employees more like 
owners, providing real responsibility and 
real opportunities for participation, do 
much better than companies that do not.” 


High Yield Bonds and ESOPs 


As the leading underwriter of high yield 


securities, Drexel Burnham has been 
active in structuring and financing 
ESOPs. In two transactions, we helped 
over 50,000 employees at Avis and 
Healthtrust become partners in their 
firms. And recently, we raised $795 
million with high yield bonds for an 
ESOP leveraged buyout at Charter 
Medical that gave 16,000 employees a 
direct equity stake in their company’s 
future. 


When the shipbuilding industry suffered 
major setbacks, so did WFI Industries. 
But with the help of an ESOP structured 
by Drexel Burnham, 400 employees now 
hold 73% of the stock in their new 
company, Unimar International. A 
spokesman for one of the 12 unions in the 
buyout noted, ‘* We can now control our 
economic destiny and save hundreds of 
jobs.” 


High yield bonds are a flexible and cost- 
efficient source of long-term, fixed-rate 
funds. Without these securities, many 
small and medium-sized companies 
would be unable to afford ESOPs and 
their employees might never experience 
the rewards of stock ownership. At 
Drexel Burnham, we're pleased to serve 
the companies that issue high yield bonds 
and proud to share research that confirms 
the value of these securities in our 
economic system. 
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This report is prepared from data believed reliable but not guaranteed by us, without further verification or investigation and does not purport to 
be complete. It is not to be considered as an offer to sell or a solicitation of an offer to buy the securities of the companies covered by this report 
Opinions expressed are subject to change without notice. Drexel Burnham Lambert Incorporated, or one or more of its officers, may have a 
position in the securities discussed herein. Drexel Burnham Lambert Incorporated may act as principal for its own account, or as agent for 
another person, in connection with the sale or purchase of any security which is the subject of this report. Drexel Burnham Lambert may make a 
market in any security which is the subject of this report, including convertible securities and/or warrants of the subject companies. Drexel 
Burnham Lambert Incorporated may from time to time perform investment banking and other services for any issuer mentioned in this report. 
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